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In this three-part series, Brazilian journalist Paulo R. Schilling describes the historical development
of his country's huge foreign debt burden, major beneficiaries and losers in the process of
accumulating the largest foreign debt in the world, and the pros and cons of certain "solutions" to
the debt crisis. The first part emphasizes the fact that the lion's share of the debt, now estimated at
about $110 billion, was accumulated during 21 years of military rule. Schilling argues that military
leaders and the international banking community are equally responsible for the massive debt.
(The three-part series was broadcast by PRENSA LATINA on March 13-15.)
By Paulo Schilling
When the rightwing military ousted populist President Joao Goulart on April 1, 1964, Brazil's
foreign debt totaled about $3.2 billion. In the next decade, under the governments of Generals
Castelo Branco, Costa e Silva and Garrastazu Medici, the foreign debt rose to $14 billion. During
the 1974-1979 regime of General Ernesto Geisel the total increased to $50 billion. Then, in the last
six years of the military government under Gen. Joao Figueiredo (1979-1984), the debt more than
doubled, reaching $104 billion.
The "first phase" of the debt accumulation, or the decade following the military coup, can be
explained by reference to Brazil's new status as junior partner in the maintenance and expansion of
US political and economic hegemony in the region. As junior partner, the country not only became a
favored son in terms of securing large loans from western nation banks and multilateral institutions
under Washington's influence, but was also transformed into a preferred base of operations for
transnational corporations in Latin America.
Direct private investment during the 1964-1974 period increased from $1.4 billion to $4.5 billion.
It should be pointed out that Brazil's "privileged satellite" status was a crucial element in the
military's national security developmentalist doctrine as developed by Gen. Golbery do Couto e
Silva, known as the generals' principal theoretician. This theory was in turn, an offshoot of the US
strategy of communist containment, otherwise known as the Truman Doctrine. The principal origins
of the second "big leap forward" in foreign debt accumulation, from 1974 to 1979, were somewhat
different.
The oil crisis of 1973 (and in the later 1970s) precipitated by substantial price increases engineered
by the Organization of Petroleum Exporting Countries (OPEC), resulted in the accumulation of
enormous cash reserves by OPEC nations, most of which were deposited in western money center
banks. From 1973 through 1979, Saudi Arabia and Kuwait alone received an average $37 billion per
year. Bankers soon discovered that the large deposits could not be wholly absorbed in productive
investments within the capitalist industrial nations.
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Thus, a substantial portion of the petrodollar bonanza ended up being transferred to Third World
countries. Meanwhile, industrialized nations' economic policy was led by maneuvers to cope
with the stagnation part of the generalized "stagflation" phenomenon. Export maximization was
considered a key element of such economic policy, which resulted in the concession of all types of
credits to Third World nations as incentives to import.
At this time, the danger of petrodollars to international financial stability was discussed by a
few circumspect bankers. For instance, it was argued that the petrodollars should be placed in
special funds with the world's most secure financial institutions, and employed only in long-term
investments. However, such warnings were ignored in the push for exports by corporations based
in western industrial nations, and the bankers' desperate need to obtain earnings on the large
petrodollar deposits. After all, they were paying interest on these deposits, and the only way to come
out ahead was collect their own interest via loans based on bank capital, i.e., the same big deposits.
In fact, the need to lend far surpassed concerns over future non-performing loans. In brief, the socalled "recycling" of petrodollars was the wellspring of the Third World's fabulous debt. Next, in the
1970s the inclusion of variable interest clauses which supplanted traditional fixed interest charges on
large loan contracts attracted little attention. In effect, the banks placed the burden of financial risk
squarely on the shoulders of Third World borrowers. By the early 1980s, it was evident that variable
interest had literally added millions to each borrower nation's debt payment obligations. Debtors
had simply borrowed more money to make interest payments on old debt, and in the process adding
to debt principal and subsequent years' interest payments.
On November 21, 1986, at a conference in Sao Paulo, Nobel peace prize winner in economics John
Kenneth Galbraith, summarized the origins of Third World indebtedness as follows: "Senseless
governments, pushing senseless projects, sought senseless credits, offered by bankers who were
no less senseless. That festival of senselessness...led to the bankruptcy of dozens of Third World
countries, in the most appalling process of impoverishment of the poor through enrichment of the
rich... "The debtor is not as morally poor as the creditor. On the contrary, the debtor is a victim of
an odious exploitation disguised as `market interests.'" [Parts 2 and 3 of the series will appear in the
03/19/87 and 03/24/87 issues of NotiSur, respectively.]
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